UNITED STATES: FEDERAL RESERVE SYSTEM RULES CONCERNING INTERNATIONAL BANKING FACILITIES* Introductory Note
A complement to the post World War II extension of convertibility to Western European nations' currencies was the tremendous growth in the international capital market in the 1960s and 1970s. These markets are ones where banks can fund their lending and make loans, and nonbanks borrow and/or float notes or bond issues, free of domestic money and bond market regulation and often at better --or at least different --rates than in the domestic capital markets. For multinational banks and merchant bankers, participation in these markets can be both profitable and a reliable cushion against periods of domestic stringency.
At one point First National City Bank was reporting approximately 60% of its earnings from international business. Moreover the markets themselves were and are celebrated as the mechanism by which the OPEC surpluses were "recycled," thus "saving" the international monetary system from toppling into the petrodollar sands. (That the largely unregulated "recycling itself may have created another form of instability --very heavy Third World and Eastern European debt to the private system --is only now being recognized).
The position in these markets of multinational banks headquartered in the United States was, however, always anomalous. The great bulk of the trade in the international capital markets is denominated in dollars, the national currency of banks headquartered in the United States, but To the extent that any particular deposit (or borrowing by a bank as Regulation D defines numerous liabilities of banks as being included in "reservable" deposits) is subject to being reserved against, that deposit costs the bank taking it more than a deposit to which the reserve requirements are not applicable. If deposits cost U.S. banks more, they cannot compete on an equal basis with other multinational banks for international deposits. Equally, U.S. banking regulation, for reasons of domestic policy, has limited the amount of interest that banks may pay on deposits and other liabilities included in "deposits." (The regulation setting out the interest rate ceilings for commercial and savings banks is Regulation Q. 12 C.F.R. Part 217). Once again, if U.S.
banks cannot bid more than the interest ceiling for deposits, they cannot compete in the international money markets for funds to lend.
However, very early on in the history of these forms of banking regulation, the Federal Reserve Board (the Fed), fully aware of the need of the few United States banks that had foreign branches to compete abroad with the differently regulated banks of the countries in which the branches were located, had interpreted the reserve and interest rate legislation not to apply to deposits "payable only abroad."
Conceivably, this term could have covered deposits booked at offices within the United States but which were, by the deposit contract, payable at a location (the office of a foreign correspondent bank) abroad, but in practice the term came to mean deposits which were booked on foreign branch or subsidiary books and appeared as liabilities of those offices. 
